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Testimony provided to the U.S. House of Representatives, Committee on Financial Services  

“Shell Games: Corporate Governance and Accounting for Oil and Gas Reserves”, 

Wednesday, July 21 2004 

 

 

 

Mr Chairman, Ranking Member Frank, and Members of the Committee: 

 

Introduction 

 

My name is Eric Knight and I am the managing director of Knight Vinke Asset Management, a 

New York based asset management firm registered with the SEC as an Investment Adviser 

under the Investment Advisers Act of 1940.  Our investment strategy involves investing in 

fundamentally sound public companies where sub-optimal stock market performance can 

be attributed in some way to poor governance structures and practices, which we interpret 

in the broadest sense. In such cases, we work with the company’s institutional and other 

shareholders to overcome or redress these governance-related problems and aim, thereby, 

to obtain a re-rating of the stock and make a profit on our investment.  

 

Through Knight Vinke Institutional Partners (“KVIP”), an investment fund which invests in 

European equities, we hold approximately 1.32 million shares of Royal Dutch Petroleum with a 

market value of approximately $70 million.  CalPERS, who have a $ 200 million commitment to 

invest in KVIP, separately also have holdings in Royal Dutch Petroleum (“Royal Dutch”) and 

Shell Transport & Trading (“Shell Transport”) amounting to 6.58 million shares and 31.31 million 

shares, respectively, with a combined market value of approximately $580 million.   

 

We have been working closely with CalPERS and other institutional shareholders of the Royal 

Dutch Shell Group, both in Europe and in the U.S., with a view to pressing its boards and 

management into re-examining their unusual governance practices and accepting a more 

orthodox corporate governance framework. 
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Why are we interested in governance at Shell? 

 

Although, as recently as 2002, the boards of the Royal Dutch Shell Group declared that they 

prided themselves on upholding “the highest standards of integrity and transparency in their 

governance of the Company” and that they aimed to be “at the forefront of internationally 

recognised best governance practice” (2002 annual reports), we believe that reality presents 

a different picture.  In light of the multiple reserve restatements over the past few months and 

the astonishing revelations of the Davis Polk report, shareholders can perhaps be forgiven for 

being sceptical. The Group concedes that “the framework within which the Boards operate is 

conditioned to some extent by Royal Dutch’s unique relationship with Shell Transport, and this 

results in some special arrangements which may not be appropriate in other companies”.  

We felt it necessary, therefore, to look carefully into these “special arrangements”. 

 

During the course of our due diligence, we asked our counsel in the Netherlands, the U.K. and 

the U.S. to prepare a report on the Royal Dutch Shell Group’s governance structures based 

on publicly available information and a copy of this report is included in the attached 

materials (see Exhibit 4). 

 

 

Shell’s Unorthodox Corporate Governance Structures 

 

By way of background, the Royal Dutch Shell Group of companies is 100% owned by two 

holding companies: Royal Dutch (60%), which is the largest listed company in The 

Netherlands, and Shell Transport (40%), which is one of the ten largest in the U.K.  

 

Royal Dutch is managed by a Supervisory Board and a Management Board, as is usual in The 

Netherlands, whereas Shell Transport has a unitary board comprised of non-executives and 

executives, which is the structure most commonly found in the U.K. It is important to realise, 

however, that both Royal Dutch and Shell Transport are pure holding companies, with no 

operating activities of their own.    

 

The following is a summary of some of the more surprising facts which emerged from our 

analysis: 
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• The operating companies of the Royal Dutch Shell Group (i.e. the group of companies 

below the two parent holding companies) are managed on a day-to-day basis by an 

informal committee of senior managers -– the so-called “Committee of Managing 

Directors” (or CMD) – and not by a chief executive officer.  Substantial power and 

autonomy is given to the CEOs of each of the Group’s four main Operating 

Companies, and, although there is a chairman of the CMD, none of these executives 

reports formally to this person.  

•  The “boards” of Royal Dutch and Shell Transport are comprised of different groups of 

individuals – responsible to separate shareholder constituencies -- and it is unclear, 

therefore, exactly to whom the CMD and its Chairman report or are accountable. The 

two parent company boards come together on a regular basis in a large gathering 

known as “the Conference”, but this is yet another informal body, vested with no 

formal powers and unaccountable directly to the shareholders of either holding 

company.  

• The Royal Dutch supervisory board (perhaps the most powerful of the different Shell 

governing bodies as it controls the majority shareholder in the operating companies) is 

effectively a close-knit, self-perpetuating body.  This results from the existence of a 

class of so-called “priority” shares, which have the exclusive right to nominate board 

representatives at Royal Dutch and to reject nominations by shareholders.  As of now, 

the members of the Royal Dutch supervisory and management boards hold or control 

100% of these priority shares and thus have the ability to control their own nominations.  

This self-perpetuating mechanism is wholly inconsistent with internationally accepted 

principles of good governance.  

 

 

Despite mounting evidence of poor internal communication, inadequate controls, lack of 

accountability and unclear reporting lines, Shell’s management and board members still 

maintain that the reserves débacle had nothing to do with structure.   

 

We disagree.   Shell’s management has operated for years, indeed decades, with none of 

the basic building blocks of modern governance: its divisional management did not report 
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formally to a group chief executive; its divisional CFOs did not report to a Group CFO; the 

person presented as the chief executive, the Chairman of the CMD, apparently lacked either 

the authority, responsibilities or the accountability normally associated with a chief executive; 

he reported to two boards composed of different individuals, and so effectively to none; and 

the boards of Royal Dutch were shielded from shareholder intervention through the priority 

share mechanism which made them a “closed shop”.   The Royal Dutch Shell Group’s 

unusual board and management structures may not be entirely to blame for the 

misstatement of reserves, but we believe that they, and the corporate “culture” they foster, 

certainly contributed to the problem. 

 

Exemption from US Proxy Rules 

 

Royal Dutch – as a “foreign private issuer” – is currently exempt from the “proxy rules” under 

the U.S. securities laws despite that fact that some $25 billion in market value of its shares are 

represented on the US markets.  Nevertheless, in the buildup to this year’s annual meeting 

Royal Dutch employed a prominent U.S. proxy solicitor to obtain support for a resolution 

giving a shareholder “discharge” to its Supervisory and Management Board members (see 

Exhibit 3).  In itself, this would not be remarkable were it not for the fact that the resolution was 

strongly opposed by the mostly European shareholders who attended the annual meeting 

and that, despite this opposition, the resolution was passed thanks to a large block of proxies 

coming mostly from the U.S. held by the board.  

 

Approximately 25% of Royal Dutch’s shares are held in the U.S. in the form of ADRs and in this 

context, we ask ourselves:  

 

• Did U.S. shareholders know (or were they made aware) that item 2 of the Agenda, 

covering approval of the accounts, payment of the dividend and discharge of the 

board members – all presented as a single item  – were in fact separate resolutions, 

each to be voted on separately?  

• Did they know, for instance, that shareholders could have voted in favour of the 

accounts and the dividend but against the discharges?   

 



 
 
 

 5

Had Royal Dutch not been exempted from the provisions of the U.S proxy rules, we believe 

that the SEC could have asked for clarification on these points and that, in light of recent 

events, the vote could well have gone the other way.  

 

In conclusion, if Shell and other multinationals want substantial access to the U.S. capital 

markets, it seems anomalous that they should be held to lower disclosure standards than their 

U.S. peers – and this applies to proxy solicitation just as it does to reserve accounting. 

 

Thank you.   

 

 

Washington, July 21 2004  
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LEADERS & LETTERS

Nothing less than fundamental governance
changes will satisfy Shell Group shareholders
From Mr Eric Knight
und Mr Ted White

Sir. The views expressed at the
recent meetings held between
shareholders of the Royal Dutch/Shell
Group and its board members m
which we participated, evidenced a
powerful shareholder consensus
concerning the need for a fundmmental
and wide rangang reexamination of the
special arrangements between the
group paten= companies and ine
manner in which the group is managed

our view - sharedby many
instithtional sharcholders - that. at the
ver~least, a portion of the blame for
the reserves debacle is to be attributed
to the prevailing governance culture of
the group and the absence of orthodox
board structures. Whether o~ not this
be true. this is the market’~ perception
today.

As must have been apparent to the
directors of Royal Dutch Petroleum
and Shell Transport & Trading, many
o£ their shareholders desire that tbAs

Jeroen van der Veer. Shell Group
president, has dubbed the "thinking
phase", be [ )th coherent and
comprehensively transparent. In
paxucular, we and other shareholders
believe that, if the process is to be at
all credible the dh-ectm-s must disclose
publicly the terms of reference of tiffs

be considered; the composition of the
body conducting it; and a timetable,

involving further chareholdm
consultation before formal approval of
any changes is sought,

It was our collective hope and

information would be disclosed to
shareholders concurrently with
publication of the agendas for the
group’s annual general meetings on

IosL We now. therefore, explicitly
request that the directors provide the
market with this minimal level of
disclosure - sufficiently in advance so
as to enable shareholders to form a
well-balanced point of view in

We believe there is a s~gmfisant

~ome of the confidence that has been
lost by conducting this process m a

We look forward to me~ting the
directors in ]2he Hague and in London
on June 28 and in anticipation thereo~
it may be of use to them to consider
responses to the fofi~wing questions
which may welt be ~ )sod at each

¯ Please disclose to the assembly of
shareholders the specific issues to be
:onsidered in the d~tai]ed
re-examination of Shell’s board and

to be considered include at least the
following: first, the role and authority
~f the chief executive and this person’s
formal relationship vdfh the group’s

second, the need for tr~mspaxency with

third the need for shareholder

fom-th, the composition of the group’s
boards?
¯ Could they please tell their
sh~eholders who exactly will be

this body’s independence will be
assured and what outside parties have
or will be retained in assist this body9
@ When will this body’s findings be
eel: )rted to the group’s bomrds and to
its shareholders? Will the group’s
shareholders be consulted with respect
to alternative pro~ )sals ~ut forward
and. if so. when and in what manner
wilI this consulintion take place?

Finally. while we do not wish to be
prescriptive about the most
appropmate company structure for the
Royal Dutch/Shell Group/a insk best
lefl to the boards and their professional
advisers we do wish to re-emphasise
our belief that fundamental changes

Royal Dutch and Shell Transport. and
that we and other shareholders will not
be satisfied by compliance with
minima] governance standards at the
expense of this longer-term objective.

Eric Kinght,

Knighb ¥inke Asset Managemeaz,
New York, NY 10017, US
Ted White,

California Public Employees’
Retirement System (Calpers),
Sacramento. CA 98814, US
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COMMENT

ERIC KNIGHT

Shell must improve relations
with its investors

F
ollowing the precipi-
tous departures of
Sir Philip Watts and
Waiter van de Vijver

from Royal Dutch/Shell, the
company s shareholders

to the board of ExxonMobih
The board and si~ffeholders
of ExxonMobfl will have at

dates for chief executive
before a decision is made

Shell shareholders will

es~ Coca-Cola’s decision to
break with a 100-year tradt
tion by extending the search
fo~ its next CEO to outside

hess in the world", to quote
Warren H gfett.

This is in striking :ontras~
to Royal Dutch Shell. where

.’hairma~ of Shell’s Commit
tee of Managing Directors
’CMDI. and for Mr van
de Vijver, bead of expIo-

from wiflfm the ranks, and
the reshuffle was portrayed
as a fait accompli How
could this happenl

that RoyaI Dutch Petroleum

Group mid that the selection

supervisory bom-d positions
at Royal Dutch is controlled
by incumbent members of

trolled from within if is
effectively a "closed shop".

cera to Shells shareholders

Shell Transport and Royal
Dutch. executive manage
ment has been delegated by
the boards ~ the CMD. a

the two pubtic compames. It
is perhaps not well appreci-
ated that ihe members of

Sir Philip Watts and W~lter

va~ tie vl]ver were reotacecl

mme~lamiy The reshuffling

of managemen~ was

3orcraved as a fair accomg

lhis committee, in particular
the CEOs of the main oper
ating divisions do no~
report and are not formally
responsible to the CMD
:ha~rman. This is because
the CMD is an informal
body, with no formal execu-

entirely different main
boards one at each publicly
quoted company) and sepa-
rate bodies of sharehoIders.
h~ effect the group’s senior
maaagemen~ must setwe
~wo mas~ers - seriously
weakening management’s
aecountabilRy and making
it very difficult for either of
the two boards to intervene
effectively ~ safe guard
shareholders’ interests

SheWs response to such
criticism m the pas~ has
been to say that, in reality,
it operates as a single corn
pony and its boards operate
as a single board. ShelI
points to yet another corn
mittee - the ’conference" -
which includes the entire
membersinp oI the two
boards and appears to tune.
tion intemally as a group
board. Howevm the efficien.
:y of a board comprised of 23
individuals ~md its lack of
lirect accountability to
shareholders require cm-efu]
consideration

Through these varmus
committees Shell has cre-
ated the illusion of norm-

a lingering ( mcern that the

some waybe related_
The US Securities and

Exchange CommisSion will
soon conclud~ its investiga-
tion and this may m~ensffy
pressure for clmnge i~ the

Meanwhile. shareholders
cm~ and should seek trans-

aance-related issues are
evaluated.

Shell’s management has
reconfirmed its willingness
m listen ~o shareholders’
concerns about governance
fo~ the next few weeks, to
ththk about these issues m~d

In April 2005. As presented,
this process is unstructured
)pague and :onveys no
sense of urgency. It has been
:oldly received by many el
the group’s institutinna]
shareholders

Ensuring that Shell has
the "best player out there"
as its next CEO and. equally

atity: a um~ary board over- important, that its leader ~s
seeing a unified manage-
ment team headed by a
grouse chief executive.

Shell has operated like this
for decades. But this may
have fostered inefficiency,
tack of adequate control and
tmclear lines of accounfabil
~ty. Shell is now going
through an unprecedented
cnms partly attributed to a
loss of confidence by the
market in its unorthodox

given sufficient authority
and responsibility m be

potent ways for SheWs

for shareholders over the

The writer is the managing
director of Knight Vinke
Asset Mmlagement, a share-
holder in Royal Dutch
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Royal Dutch Petroleum Company

Notice of Heeting - Agenda

Agenda for the General Heeting of Shareholders of Royal Dutch Petroleum Company to be

held on Hondayr 3une 28, 2004, at 10.30 a.m. in the Circustheater, Circusstraat 4 in The

Hague.

Annual Report 2003.

Annual Accounts 2003.

Finalisation of the Balance Sheet as at December 31, 2003, the Profit and Loss Account for the
year 2003 and the Notes to the Balance Sheet and the Profit and Loss Account.

Declaration of the total dividend for the year 2003.

3. Appointment of a Managing Director.

4. Appointment of a member of the Supervisory Board,

5: Appointment of a member of the Supervisory Board owing to retirement by rotation.

6 Reduction of the issued share capital with a view to cancellation of the shares acquired by the
Company in its own capital.

7. Authorisation of the Board of Management, pursuant to Article 98, Book 2 of the Netherlands
Civil Code, as the competent body to acquire shares in the capital of the Company.

The Annual Report and the Annual Accounts 2003 are available for inspection at and may be
obtained free of charge from the Company (Carel van Bytandtlaan 30; PO Box 162, 2501 AN The
Hague, The Netherlands, tel. +31-70-377 4540 or per emaih ir-haeue~shelbcom) and the offices of
ABN AMRO Bank N.V. (for inspection: Foppingadreef 22, 1:102 BS Amsterdam, The Netherlands; for
obtaining free of charge: teb +31-76-579 9455)~ and Fortis Bank (Nederland) N.V. (Rokin 55, 
KK Amsterdam/The Netherlands). The Annual Report and the Annual Accounts 2003 are also
accessible at www;shell.com/annuaireeort. Copies of the nominations pertaining to items 3 to 5 on
the agenda are available for inspection at and may be obtained free of charge from the Company.
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CONFIDENTIAL MEMORAN DUM

A REVIEW OF CORPORATE GOVERNANCE AT ROYAL DUTCH / SHELL
AND PROPOSALS FOR CHANGE

SCOPE

The dual-headed structure of the Royal Dutch / Shell group (the "Group"), has resulted in the
adoption of an uncommon corporate governance structure which has been in place for a
considerable time. This paper, which has been prepared in conjunction with Ashurst (London),
Nauta Dutilh (Rotterdam/Amsterdam) and Cleary Gottlieb (New York), reviews the current
governance structure of the Group and, in particular, considers the following matters:

¯ The dominant position of Royal Dutch within the context of its joint venture with Shell
Transport, and its implications for Shell Transport directors and shareholders.

¯ The exclusive right of incumbent Royal Dutch supervisory and management board
members (through control of the Company’s priority shares) to nominate board
representatives at Royal Dutch and to reject nominations by shareholders. This
mechanism is self-perpetuating and is inconsistent with internationally accepted principles
of good governance.

¯ The apparent absence of externaI competition to fill executive vacancies at the highest
level that is perpetuated by this mechanism - with no shareholder involvement -
particularly in view of Sir Philip Wattsf retirement as Chairman of the Committee of
Managing Directors within 18 months.

¯ The concept of a large multi-national quoted group being run by committee without a
group chief executive.

¯ The roles of chairmen and senior group executive being exercised by the same person. --

The aim of this memorandum is to propose changes, without necessarily advocating an end to the
dual-headed structure, which would result in: (a) the appointment of a Group CEO with clearly
delineated responsibilities and accountability to the Group’s main boards, (b) the appointment of 
non-executive Group Chairman, (c) a more balanced relationship between the executive and non-
executive elements on these boards, with increased influence at Group level for the Shell
Transport directors than that which they currently enjoy, and (d) the possibility for shareholders
to participate in the nomination process with respect to the Group{s directorate without requiring
approval from the same,

These measures would bring the Royal Dutch Shell group more into line with modern generally
accepted principles of good governance relevant to a major quoted multi-nationah

-1-
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1. GROUP STRUCTURE AND GOVERNANCE

1.1 Group Structure

NV Koninklijke Nederlandsche Petroleum Maatschappij ("Royal Dutch") and The Shell
Transport and Trading Company ptc ("Shell Transport") came together in I907. The
two top tier companies, Royal Dutch and ShetI Transport, jointly own the Group and share
in its net assets on a 60:40 basis through three intermediate holding companies (the
"intermediate holding companies") -SheII Petroleum NV in the Netherlands, Shell
Petroleum Company Limited in the U.K. and Shell Petroleum Inc. in the U.S. (see
Appendix 1).

Royal Dutch and Shelt Transport are entitled to 60 per cent. and 40 per cent.,
respectively, of the dividend and interest income received from Group companies. An
equalisation agreement (the "Equalisation Agreement"} between the two top tier
companies provides that they share the burden of all charges in the nature of income
taxes in respect of such dividends and interest income in the same proportions after
taking into account certain tax credits with respect to dividends.

1,2

Royal Dutch and Shell Transport do not engage in operational activities; they derive
substantially all of their income from their "investments" in the numerous companies
comprising the group. AS such, they are pure holding companies, with Royal Dutch
controlling a majority of both the share capital and the board seats within each of the
intermediate holding companies 8rid Shell Transport holding a minority. As of today,
Royal Dutch controls 6 of the 9 board seats at each of Shell Petroleum NV and Shell
Petroleum Company Limited (_gee Appendix 1). Royal Dutch’s control over the board of
Shell Petroleum Inc. is not apparent - perhaps for tax reasons - but is assumed
effectively to follow the model of the other two intermediate hoIding companies.~

As a consequence, the Shell Transport board appears to have little direct control over the
affairs of the Group from a strictly formal perspective; other than as may be permitted
under the Equalisation Agreement. The Equalisation Agreement covers matters such as
the distribution of board seats at the intermediate holding company level, dividend rights
and the like. The strongest right appears to be a veto right over "the disposal or transfer
of any shares in any company coming wholly or partly within the circle of the Royal Dutch
Shell Group".

The Royal Dutch/ Shell group describes itself as "a decentratised, diversified group of
companies" and it is mentioned that "each Shell company has wide freedom of action"
(Statement of General Business Principles). Furthermore, "the managemeot of each
Operating Company is responsible for the performance and {ong term viability of its own
operations" (Form 20-F). It appears, therefore, that substantial power and autonomy 
given to the CEOs of the four main globally organised Operating Companies, with each
such company having its own finance, business development, technology and/or
personnel functions.

It is of significance to note that the current CEO’s of these four businesses (Exploration 
Production, Gas & Power, Oil Products and Chemicals) each come from the Royal Dutch
side. In fact, they are the four members of the Royal Dutch Management Board (see
below).

-2-
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Given that Royal Dutch and Shell Transport have different executive and supervisory/non-
executive directors on their respective boards, the potential exists for conflicting views to
be held by the two boards. To alleviate such concerns, the boards have established joint
committees to assist with their respective governance responsibilities (see Joint
Committees below) and a ’senior’ executive committee to deal with management on 
group-wide basis (see section 2: Group-wide Management below). It should be noted,
however, that none of these committees is vested with formal powers, their roles being
limited for the most part simply to advising and informing the Group’s boards.

3.,3 Royal Dutch Board

Royal Dutch is managed by a Board of Managers comprising four managing directors and
a Supervisory Board made up of eight members including two former managing directors
(see Appendix 2). Each year one member of the Supervisory Board comes up for re-
election.

Appointments to the Board of Managers and the Supervisory Board are made by the Royal
Dutch shareholders from two persons nominated by the holders of priority shares in the
company Shareholders may not appoint any person who has not been nominated by the
holders of priority shares. Shareholders representing 1 per cent. or more of the share
capital may propose a person for nomination by the priority shareholders, but the priority
shareholders are not bound to accept such a proposal and may reject it.

Royal Dutch has issued 1,500 priority shares, of which six are held by each Managing
Director and member of the Sup@rvisory Board (i.e., by twelve individuals in total) and
the rest is held by a foundation constituted under Dutch law (the "Foundation"). The
board of the Foundation consists of the same twelve directors (of whom six are current or
former managing directors and six are "outside" directors) and decides how the priority
shares held by the Foundation will be voted.

No person may cast more than six votes, so the Foundation appears to have what
amounts to a "casting vote" as between the managing directors, on the one hand, and the
"outside" directors on the other. According to Art. 7 of the Foundation’s By-Laws,
"resolutions of the Board [of the Foundation] shall be passed by an absolute majority of
the votes cast. Pursuant to rules to be laid down by the Board, this provision may be
departed from in the event of an equality of votes in a poll" (emphasis added). Neither the
identity of the Foundation’s chairman nor the deadlock resolution provisions adopted by
the Board of the Foundation appear anywhere in the public domain. In the absence of
transparency, one is led to assume that this is a self-perpetuating mechanism designed to
shield the "club" of past and present Royal Dutch managing directors from interference in
matters concerning succession in the boardroom -- not only from the Royal Dutch
shareholders, but possibly from the Supervisory Board as weIh

The mechanism of binding nominations for the appointment of directors is very common
in Dutch corporate governance but its impIementation falls into three distinct categories:

(a) The most archaic group
Royal Dutch, Akzo Nobel and Unilever all have an archaic "grandfathered" right of
binding nomination which prevents shareholders from overriding any nomination
put forward by the board and/or from nominating their own candidate(s). This
right was formally "grandfathered" (i,e., confirmed by the Dutch authorities) 
1928 and again in 1971, but in the latter case, it was mentioned that the right
would not last in perpetuity and that the Dutch Council for Economic Affairs had

-3-
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the right to investigate and advise upoo its cessation. No such investigation has
yet taken place.

(b) The system pre- I January 2004
Most Dutch Iisted NV’s have a system of binding nominations whereby a 2/3
majority of shareholders (of those present at the meeting, representing more
than 50% of the total issued share capital) may override the nominations put
forward by the board and appoint another director (art, 2:133 Dutch Civil Code:
Shefl has grandfathered rights and thus is exempted from this shareholder right).

(c) Companies applying the New Corporate Governance Code (Tabaksblat) as from 
January 2004
The new Dutch Corporate Governance Code contains a best practice rule (IV.I.1)
stating that an absolute majority (50% plus one vote) of shareholders present
may override any binding nomination and that such shareholders need onIy
represent more than :~/3 of the issued capital. If this proportion of the share
capital is not represented at the meeting, but an absolute majority of the votes
cast is in favour of overriding the binding nomination, a new meeting may be
convened at which the resolution may be passed by an absolute majority of the
votes cast, regardless of the proportion of capital represented at the meeting.
The Dutch Code operates with the "apply or explain" principle. In the next few
months, it will become dear which Dutch listed companies will comply with this
best practice rule and which will explain why they have decided not to comply
(and thus proceed as in (b) above).

In conclusion, the "grandfathered" rights granted to Royal Dutch in respect of binding
nominations mean that the 8oard of Management and Supervisory 8oard effectively have
unfettered power with regard to the appointment of their members. This is inconsistent
with modern corporate governance principles and contrary to recent developments in
Dutch corporate beat practice.

It should be noted, however, that "Royal Dutch aims to be at the forefront of
internationally recognised best governance practice" (2002 Annual Report, emphasis
added). As such, Royal Dutch should be prepared to go beyond local best practice to
facilitate the nomination of directors by significant shareholders, tn this context~ it would
be logical for the Company to remove the right of its priority shareholders to reject
nominations by holders of 1 per cent. or more of its ordinary share capital and this would
place it at the forefront of best governance practice in many of the largest capitat markets
in which the Group operates -- including the U.K. and the U.S.

1,4 Shell Transport Board

The Shell Transport board (the "Shell Board") comprises two managieg directors and
nine non-executive directors, of which seven are considered by the Shell Board to be
independent (see Appendix 2).

Accordingly, the structure of the Shell Board observes the UK’s Combined Code of
Corporate Governance (the "Code") provisions that at least hail the board, excluding the
Chairman, should comprise non-executive directors determined by the board to be
independent. Also, in accordance with the Code, the Shell Board has nominated a senior
non-executive director.

The articles of association of Sheti Transport require that all directors should be subject to
re-election at intervals of not more than three years and all directors must vacate office at
the age of 70, which is in compliance with the Code.
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1.5

Non-executive directors are appointed to the Shell Board in consultation with the Shell
Transport Nomination Committee and appointments are ratified by shareholders at the
next annual general meeting after such appointment. The Nomination Committee is
comprised of the whole Shell Board and the Chairman of the Board acts as the Chairman
of the Nomination Committee. The Nomination Committee reviews all potential
appointments before the candidate is approached and new appointments can only be
made by the Shell Board after a recommendation from the Nomination Committee, This
ensures that all directors can participate in the nomination process and that the
Committee is constituted with a majority of independent non-executive directors.

The appointment of executive directors to the Shell Board is considered in tandem with
proposals for appointment of individuals to the position of Group Managing Director and,
where appropriate, the Shell Board either co-opts the person concerned as a director or, if
timing allows, recommends the person to the shareholders for election at the next annual
general meeting. Proposals for the nomination of an individual to the position of Group
Managing Director are reserved to a joint committee comprised of representatives from
both the Royal Dutch Supervisory Board and the Shell Transport Board -- the
Remuneration and Succession Review Committee ("Remco’) (see below 1.E Joint
Committees). Unlike at Royal Dutch, shareholders have the opportunity to nominate
directors for election to the Shell Board provided that they can speak for five per cent. or
more of the share capital (jointly or on their own), but there is no certainty that a director
so elected will be appointed to the position of Group Managing Director since this is
Remco’s prerogative.

The Shell Board has acknowledged in its 2002 Annual Report and Accounts that the
Chairman of Shell Transport is currently also the most senior executive director of the
Group, which conflicts with the Code principle that there should be a dear division of
responsibiIities at the head of the company. It is argued that the existence of the
Committee of Managing Directors ensures that no one individual has unfettered powers of
decision and therefore that the spirit of the principle set out in the Code is complied with.

However, due to the informal nature and constitution of the Committee, it could be
argued that its existence does not, in and of itself, solve the problem since the
Committee’s legitimacy, when viewed from the outside, is far from clear (see 2.1 below).

3oint Committees

Royal Dutch and Shell Transport have formed a number of joint Committees to assist with
the discharge of their respective governance responsibilities. Qf relevance to the
provisions of the Code are the Group Audit Committee (to monitor and report on financial
and risk matters) and the Remuneration and Succession Review Committee (to make
recommendations on remuneration and succession of Group Managing Directors; the
exact powers conferred on this committee, beyond those relating to Group Managing
Directors, are not clear from pubIiciy available documents),

Each of these Committees is composed of six members, in each case three of whom are
appointed by the Shell Board from amongst its independent members and three by the
Supervisory Board of Royal Dutch from amongst its members. The requirement for such
joint Committees raises the following governance issues for Shell Transport under the
Code, each of which have been disclosed in its 2002 Annual Report and Accounts:

(a) the board committees dealing with audit and remuneration matters are joint
committees of the Supervisory Board of Royal Dutch and the Board of Shell
Transport with the chairmanship alternating between the two. This means that
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the chairman of these committees wilt sometimes be a nominee of Royat Dutch
and as such will not be able to attend the AGM. In these circumstances a Shell
Transport member of the committee will deal with any appropriate questions at
the AGM;

(b)

(c)

the Remuneration and Succession Review Committee comprises six non-
executive Directors including two former Group Managing Directors - one UK and
one Dutch. The Boards have considered it helpful, given the complexity of the
Managing Directors" salary structure in relation to other Group executives, for the
Committee to include former Managing Directors, although theoretically the
former Managing Directors are not "independent"; and

the Remuneration and Succession Review Committee, as a joint committee of two
independent Boards, is not able formally to "determine" the remuneration
package of individual directors (who are not employees of Royal Dutch or Shell
Transport). It makes recommendations to the Boards of Royal Dutch and Shell
Transport which, if thought fit, pass the proposals on to the employing companies
concerned for implementation.

GROUP-WIDE MANAGEMENT

The link between the respective top tier parent companies is provided by a committee,
known as the "Committee of Managing Directors", and by a working group, known as the

2.1 The Committee of ~anaging Directors

2,2

The Committee of Managing Directors is comprised of four managing directors from the
Royal Dutch Hanagement Board and two from the Shell Board (such proportional split
being indirectly provided for in the Equalisation Agreement as the Committee of Managing
Directors mirrors the constitution of the Presidium of Shell Petroleum NV which, it is
stipulated in the Equatisation Agreement, must be made up of Royal Dutch
representatives and Shell Transport representatives in the ratio 2:1). The members of
the Committee of Managing Directors are known as the "Group Managing Directors"

The roIe of the Committee of Managing Directors is described by the Group as being that
of considering and developing "objectives and long-term plans of the Group", yet neither
its status nor its responsibilities are set out in the articles of either of the parent
companies. Furthermore, no reference is made to such Committee in the trade register
extracts of either Royal Dutch or Shell Petroleum NV. AS a result, it is unclear what its
powers and responsibilities in fact are, and the extent to which it influences and controls
policy and decision-making of the Group.

The only conclusion which can be reached is that it is an internal arrangement of function,
which is opaque to shareholders and the legitimacy of which is neither confirmed nor
explained in the by-laws Of the Group parent companies.

The Conference

Meetings of the Conference comprise some or all of the directors of Shell Transport and
members of the Management and Supervisory Boards of Royal Dutch, together with senior
executives from the operational companies of the Group. However, it is not clear which
such executives or non-executives attend each meeting and whether or not attendees are
selected from time to time. The purpose of the Conference is stated in the 2002 Annual
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Report and Accounts as being to "receive information from Group Managing Directors
about major developments within the Group and to discuss reviews and reports on the
business and plans of the Group". In particular, the Conference apparentIy reviews and
discusses, amongst other things:

the strategic direction of the businesses of the Group;
the business plans of both the individual businesses and of the Royal Dutch/Shell
Group of Companies as a whole;
major or strategic projects and significant capital items;
the quarterIy and annual financial results of the Group;
reports of the Group Audit Committee;
annual or periodic reviews of Group companies’ activities within significant
countries or regions; and
governance, business risks and internal control of the Group.

Again, even though the list of responsibiIities set out above are key management issues
relating to the Group, neither the status nor the responsibilities of the Conference are set
out in the articles of either of the parent companies and no reference is made to it in the
trade register extracts of either Royal Dutch or Shell Petroleum NV.

One would commonly expect such important issues to be dealt with by a board of
directors, the conduct and constitution of which is regulated in a company’s constitution
and open to public (or, at least shareholders) review, rather than by a guarded and
opaque committee.

3 DRAWBACKS OF THE EXISTING GOVERNANCE STRUCTURE

3,1 Management by Committee

It would seem that, as a result of the Committee of Managing Directors / Conference
structure, management of Group-wide poIicy and strategy is effectively conducted by
committee.

Under the UK Combined Code, the delegation of certain board powers to committees for
the purposes of, for instance, overseeing audit regulation and setting executive
remuneration~ are key tenets of the principles of best practice. However, these
committees are required to be comprised of independent non-executive directors. In the
case of the Committee of Managing Directors, all its members are executive directors and
therefore the concept of independent review of its actions is completely by-passed~
making it diffic01t to see how its existence can be considered in line with governance best
practice. The Group may argue that the independent control is provided by the
Conference~ where both independent directors of SheII Transport and members of the
Royal Dutch Supervisory Board are invited to attend. However, without any formal
guidelines covering the conduct and powers of the Conference~ it is impossible to say
whether it offers any effective independent check on the operations of the Committee of
Managing Directors. This in itseIf is contrary to overriding principles of good corporate
governance, such as the requirement for formal and transparent management structures
and clarity of divisions of responsibility.

The concept of groupZwide strategy being controlled by a small committee of executive
directors from two distinctly separate boards, under the apparent review of a seemingly
more independently represented forum (in the shape of the Conference), is highly unusual
in the context of UK and Dutch listed companies. It raises the question of upon what
basis the directors of each of Royal Dutch and Shell Transport can consider the delegation
of sucb powers to be in the best interests of their respective companies.
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3.2 Hethod of appointment to the Royal Dutch Board/ Hanagement Succession

3,3

3,4

Another issue arises when one considers the process of succession to these ’super-
committees’. The Remuneration and Succession Review Committee (see above) reviews
and endorses candidates for appointment to the position of Group Managing Director.
When considered with the power of the Royal Dutch priority shareholders and the Shell
Transport Nomination Committee, it becomes dear that succession to senior group
executive posts is very much internally driven and controlled. As a result, there is very
little direct shareholder influence on the constitution of these governing bodies and no
clear lines of accountability to their members.

This is particularly relevant in the context of Sir Phi;ip Watts~ retirement within the next t8
months and the likelihood that his successor will be appointed by virtue of tradition from
the Royal Dutch Board of Managers -- the appointment (traditionally) alternating between
Royal Dutch and Shell TransporL As mentioned, there is a lack of shareholder input in the
nomination process to the Board of Managers and Supervisory Board of Royal Dutch due
to the archaic "grandfathered" binding nomination rights enshrined in the articles. This
resutts in no influence for the shareholders on nominations to the various joint
Committees, including the Committee of Managing Directors, other than indirectly through
participation as a shareholder in Shell Transport.

We are of the view that vacancies for the most senior executive positions within a
multinational group such as Royat Dutch Shell - in particular to the position of Group CEO
- should be open to the very best possible candidates~ both internal and external, and
that the selection process needs to be as transparent as possible,

Conflict at top tier Board level

The Boards of the two top tier companies are comprised of two different groups of
executive and non-executive/supervisory board directors. Each Board is bound to
consider the separate interests of their respective companies and their own shareholders.
This can obviously result in conflict at the top tier level which can be detrimental to the
Group as a whole The Conference, which attempts to alleviate this probIem, is too Iarge a
body to be effective in case of true need and, as discussed above, is lacking in legitimacy.

Transparency of Group decision-making body

The present decision-making body at a Group level takes the form of the Committee of
Managing Directors, which is an internally appointed body, lacking in transparency and
accountability and with no defined lines of succession. Fundamental decisions regarding
overall strategy and direction of the Group are seemingly taken without review from any
independent body or representative in the absence of any defined powers or specific
responsibilities being reserved to the Conference.

3.5 Direct accountability of Chief Executives

The distribution of executives across the two top tier companies and the Committee of
Managing Directors, dilutes and blurs [ines of accountability to the Group’s divisional chief
executives in respect of performance and management of the Group. The amalgamation
of the roles of Chairman and Chief Executive at Shell Transport bturs the individual
responsibilities of the two roles.

-8-



Vinke Inst~tufiona~ Partners

UNILEVER AS A PRECEDENT

By way of comparison, set out below is a brief summary of the situation at Unilever, also
a dual-headed group, which has recently announced a radical reform of its antiquated
governance structures.

Unilever NV and Unilever PIc, the top tier companies of the Unilever Group, have operated
under a dual-headed structure since 1929. The two top tier companies operate together
as one company, with identical boards of executive directors, therefore avoiding the
danger of the two boards moving in separate directions as can occur where the top tier
company boards are different.

The identical composition of the two boards is ensured because the NV’s articles of
association grant to the holders of ordinary shares numbered 1 to 2,400 inclusive the
right to draw up a binding nomination list for the appointment of directors by the general
meeting of shareholders, and because the Plc’s articIes of association provide that no
persons shall be eligible to be elected as directors except such persons as shall have bean
nominated by the holders of the company’s deferred stock. NV Elma, a group company of
NV and United Holdings Limited, a group company of Plc, each hold 50 per cent. of the
ordinary shares numbered t to 2,400 in NV and 50 per cent. of the deferred stock in PIc.
These two group companies, therefore, together draw up the nomination lists for the
election of directors and only the persons nominated by them may be eIected.

Each top tier company of the Unilever Group has advisory directors appointed by their
respective boards. Although not required under the articles of association) the advisory
directors appointed by each board tend to be the same. They are the principal external
presence in Unilever’s governance. Although they are not able to vote at board meetings
they have a supervisory role and are members of the various joint committees such as the
executive committee, audit committee, corporate risk committee and the nomination
committee

:Included in the announcement of the Unilever Group’s annual results published on 12
February 2004, was the following statement which outIines the group’s response to
developments in corporate governance regulation in its main reporting countries:

"The most important change is a move to a unitary board for both parent companies,
Unilever N.V. and Unilever Plc. Our current Advisory Directors will be proposed as Non-
Executive Directors, ensuring that both Boards will be identical in composition and will be
comprised of a majority of independent Directors. All Directors will stand for election each
year. This governance structure Will further enhance transparency and will be, at all
times~ subject to shareholder choice."

The result will be to introduce an independent element to both boards and shows a
willingness to provide more effective shareholder participation in the appointment of
directors. This sets an appropriate precedent for other multi-national quoted companies
and highlights a welcome shift in approach with respect to issues of governance best
practice and shareholder participation.

PROPOSALSFORCHANGE

It is stated in the Royal Dutch and Shell Transport 2002 Annual Reports and Accounts
that they "aim to be at the forefront of internationaIly recognised best governance
practice". The recent statement by Unilever referred to above shows that other similarly
structured multi-nationals have reoognised the need continually to update and refine their
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governance structures to enhance transparency and shareholder influence. With this in
mind, the following proposals for change could be raised with the boards of Royal Dutch
and Shelt Transport with a view to improving the Group!s corporate governance structure
and increasing the ability of its shareholders to influence its management, whilst
maintaining the present dual-headed corporate structure.

5,1 Appointment of Group CEO and non-executive Group Chairman

It is proposed that two individuaIs be appointed to the boards of both Royal Dutch and
SheIt TranspoG, functioning, respectively, as Group Chief Executive and non-executive
Group Chairman. The CEO position needs to be at the top of an unambiguous chain of
command, with clearly delineated responsibilities and accountability to the Group’s
boards. Finding a world-class CEO to step into Sir Philip Watts’ shoes will necessarily
involve both an internal and an external search, and if clarity is not achieved in this
respect, the best candidates are unlikely to be interested. ResponsibiliLT for considering
and developing objectives and long-term plans for the Group should pass to the boards of
the top tier parent companies.

5.2 Reorganisation of the Committee of Managing Directors

The Committee of Managing Directors should be reorganised to function in much the same
way as the "executive committee" of other similar sized multi-national groups. With
unified boards (see below), the raison d’gtre of the Committee of Managing Directors as a
means of arbitrating between the interests of each board no longer applies:

5.3 Unification of the top tier Boards by symmetrical appointment

The appointment of the same executive and non-executive directors (including
independents) to each of the Royal Dutch and Shell Transport Boards, thereby effectively
appointing a de facto Group board, would ensure clarity of responsibility and
accountability at the top tier level and minimise inefficiencies and conflicts. It would also
give the Shell Transport non-executive directors more of a say in the way the Group is
managed.

Modification of Royal Dutch Shareholder Rights/ Adoption of Tabaksblat Rules

Royal Dutch should be bound to accept nominations for board appointments put forward
by shareholders holding one per cent. or more of its issued share capital and,
furthermore, should abide by the Tabaksblat rules concerning binding nominations.

BENEFZTS OF THE CHANGES PROPOSED

Appointment of Group CEO and non-executive Group Chairman

It has been argued in the past that the unorthodox corporate governance structures in
place at Royal Dutch and Shell Transport have worked successfully for decades, so why
change them? The circumstances today are somewhat different: the recent reclassification
of reserves has cast significant doubt on the Group’s reputation for conservatism; its
reserve replacement track record appears to have fallen behind that of its peers; its stock
price is near its 5-year low; and the Group faces class action lawsuits and investigation by
the SEC. It may be hard to demonstrate strict cause and effect with respect to the past
booking of reserves - but a more orthodox corporate governance structure combined with
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6,2

6,3

an internal and external search for a world-class Group CEO should set the scene for
regaining the market’s confidence and a re-rating of the Royal Dutch and Shell Transport

Reorganisation of the Committee of Hanaging Directors

The reorganisation of the Committee of Managing Directors aIong the lines of an
"executive committee" reporting directly to the CEO would allow key decisions regarding
the Group to be centreiised and to be subject to review and input by
independent/supervisory directors, thereby better reflecting generally accepted rules of
best governance. It would also bring greater transparency to the management of the
Group, improving lines of accountability and efficiency and returning management power
to bodies that are directly answerable to the shareholders.

Unification of the top tier Boards by symmetrical appointment

The effective unification of the top tier boards would remove the need for any unifying
management committee and return ultimate group-wide management control to the top
tier company boards where non-executive, and particularly independent non-executive,
directors wilt be able to contribute to and supervise Group-wide decision-making. A
unitary board would also make it easier to highlight and enhance the role of the Group’s
chief executive, whilst ensuring that the decision-making process is reviewed by an
independent body of directors. In addition, the proposed changes would bring
shareholder influence closer to the Group executive, especiatly if coupled with changes to
the director nomination procedure as outlined below

An instructive example is that of Reed Elsevier~ which itself was formed from a merger
between UK and Dutch companies - the removal of its four-person management
committee in 1999, in favour of a unified command led to greatly improved performance.

In order to implement and maintain a unitary board structure, an arrangement similar to
the appointment structure adopted by Unilever could be used (except that non-executives
would be appointed directly onto the main boards rather than constituting an Advisory
Board), as folIows:

shareholders of Royal Dutch to appoint 60% of executives and non-executives of
Royal Dutch ("A directors");

remaining 40% of executives and non-executives of Royal Dutch are appointed
(by shareholders of Royal Dutch) upon the (binding) nomination of the priority
shares, which are held by a foundation of which the board aIways nominates the
persons appointed by the shareholders of Shell Transport ("B directors’[);

shareholders of Shell Transport appoint 40% of executives and non-executives of
Shell Transport (the "B directors"); and

remaining 60% of executives and non-executives of Sheli Transport to be
appointed by a subsidiary of Shell Transport holding deferred shares in Shell
Transport and instructed to vote in favour of the same persons as the A directors.
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6~4 Hodification of Royal Dutch Shareholder Rights/ Adoption of Tabaksblat Rules

The articles or association of Royal Dutch currently allow shareholders (acting individually
or in concert) holding 1 per cent. or more of the share capital to propose nominations for
appointment to the Board. However, the priority shareholders are not bound to accept
such proposaIs and may, at their sole discretion, disregard them when proposing
nominations to be voted on by the shareholders in general meeting. Abolition of the right
for the priority shareholders to disregard nominations duly proposed by shareholders and
replacing it with an obligation for the priority shareholders to nominate such persons
would ensure shareholder participation in the lines of succession to the Royal Dutch
Board.

The mechanism of binding nomination rights needs to be brought into line with modern-
day governance principles and should at the very least follow best practice in the
Netherlands. Although most Dutch listed NVs currently permit sharehoIders to reject the
board’s nominations (and to appoint their own nominees) by a two thirds majority of the
shareholders present at the general meeting (provided they represent 50% of the share
capital), this system is considered to be unworkable in the ambit of large listed companies
with wide shareholder bases, such as Royal Dutch. The new Dutch Corporate Governance
Code contains a best practice rule (IV, t.:L) stating that an absolute majority (50% plus
one vote) of shareholders present may override any binding nomination and that such
shareholders need onty represent more than 1/3 of the issued capital. This is the
minimum standard which Royal Dutch should be setting for itself.

New York
24 February, 2004
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APPENDI"X 2

ROYAL DUTCH/ SHELL CORPORATE GOVERNANCE

TOP TIER
COMPANIES

Board of Managers
~eroen van der Veer (President:)

Walt:er van de Vijver (CEO)
Malcolm Brinded

Rob Routs

Supervisory Board
Aad Jacobs (Chairman)

Wim Kok
Jonkheer Aarnout Louden

Prof Hubert Markl
Prof ~oachim Milberg
Lawrence Ricciardi

Maarten van den Bergh (former Executive)
Henny de Ruiter (former Executive)

Board of Directors
Sir Philip Watts (Chairman & Managing Director)

~udy Boynton (CFO)

Sir Mark Noody-Stuatt (Non Exec & former Chair)
Teymour Alireza (Non Exec)

Sir Peter Butt (Ind Non Exec)
Dr Eileen Buttle (Ind Non Exec)

Luis Giusti (Ind Non Exec)
Mary Henderson (Tnd Non Exec)

Sir Peter Job ((rid Non Exec)
Sir 3ohn Kerr ([rid Non Exec)

Lord Oxburgh (Ind Senior Non Exec)

Committee of Managing Directors
Sir Philip Watts (Chairman)

3eroen van der Veer (Vice Chairman and CEO Chemicals}
Walter van de Vijver (MD and CEO Production & Exploration )

Judy Boynton (MD and CFO)
Malcolm Bdnded (MD and DEO Gas & Power)

Rob Routs (MD and CEO Oil Products)

INTERMEDIATE
TIER

COMPANIES

Board of Directors
Sir Philip Watts (Presidium)

]eroen van der Veer (Presidium)
Walter van de Vijver (Presidium)

]udy Boynton (Presidium)
Naleolm Brinded (Presidium)

Rob Routs (Presidium)

Henny de Ruiter
Sir Mark Moody Stuart
Maatten van den Bergh

Board of Directors

Jeroen van der Veer
Waiter van de Vijver

Judy Boynton
Malcolm Brinded

Rob Routs

Henny de Ruiter
Sir Mark Moody Stuart
Maar~en van den Bergh

Board of Directors
Robert F Daniel

Vilma S Mattinez
Lynn Elsenhans
Cuttis R Frasier
Steven L Miller

Gordon R Suliivan
M Fran Keeth
Raoul Restucci
Sir Philip Watts

OPERATING

US; Operating
Companies

TIER
Non US Operating Companies
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Royal Dutch Shell Internal Review

of Governance Related Issues:

the Need for a More Transparent
and Structured Approach

Notes for a Meeting with Messrs.

Aad Jacobs and Jeroen van der Veer
May 2004
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The Royal Dutch Shell Group and
Corporate Governance

Royal Dutch Shell’s Boards are each "committed to
upholding the highest standards of integrity and
transparency in their governance of the Company"

¯ They also each aim "to be at the forefront of
internationally recognised best governance practice"

Royal Dutch and Shell Transport Annual Reports 2002
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Royal Dutch and Shell Transport
Special Arrangements

"The framework within which the Boards operate is
conditioned to some extent by Royal Dutch’s unique
relationship with Shell Transport, and this results in
some special arrangements which may not be
appropriate in other companies".

The Group’s main justification is that these have existed
for decades and have served shareholders well.
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Public Company Governance
Typical Building Blocks

Executive Committee

Chief Executive

Board of Directors

Senior Management reports to
the Chief Executive

The CEO is accountable and
reports to the Board

The Board is accountable and
has a fiduciary duty to the
Shareholders

Shareholders
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Structures- Royal Dutch Shell

CMD/Divisional & Functional

Top~tives

Chairman of CMD

Conference
RD

Board
ST&T
Board

Shareholders

In Red: Informal Bodies/Positions

It would appear that the Group’s
most senior executives do not
report formally to the Chairman of
the CMD.

It is not clear to whom the
Chairman of the CMD reports and
to whom he is truly accountable.

The Conference as an entity is not
directly accountable to
shareholders and yet appears to
have appropriated the Boards’
main functions.

Shareholders are not able
unilaterally to nominate directors to
the RD Board in case of under-
performance

Nominating to the ST&T Board is
of limited effect (given ST&T’s
limited control).
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Shareholder Concerns

Royal Dutch Shell’s governance structures are
unorthodox and have survived unchallenged mainly due
to lack of serious crises in the past.

¯ The "reserves d6bacle" is blamed on one or two."bad
apples". According to the Company, the system ~s not at
fault.

Whether or not this is true, the market’s confidence has
been shaken badly and this issue needs to be addressed
with sensitivity.



Shareholder Concerns

We and other shareholders believe that Royal Dutch
Shell’s "special arrangements" may have fostered
management inefficiency and unclear lines of
accountability.

¯ We also believe that they may act as a deterrent to the
emergence of strong leadership in the future and the
creation of shareholder value.
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Listening and Thinking Process
5th February

"We need to think hard about group structure. I think we have to get into some serious
conversations with our shareholders and see what they have to say. But this is not a
commitment to do anything." Sir Philip Watts

5th March

"Shell will remain in listening mode until its annual meetings on 23rd April. After that, there
will be a thinking phase and it would be natural for the Company to address these issues at
its 2005 annual meeting." Jeroen van der Veer

18th March

"Shell is considering the views of investors in respect of overall governance of the Group,
including the composition and operation of the parent and holding company boards...The
outcome of this review will be made public in good time to enable the process to be
concluded at the AGMs in 2005." Jeroen van der Veer

19th April

"In light of today’s [Davis Polk] report, the Boards have decided to accelerate the review. A
working party has started and is empowered to take external financial, legal and tax advice
and is exploring all possibilities for improving governance and structure."

"An update on its progress and an expected timetable for its conclusions will be given at
this year’s AGM on June 28, 2004." Jeroen van der Veer

8



Royal Dutch Shell’s response- actions

The Group also points to certain actions which it has taken:

- Divisional CFOs now to report to the Group CFO

- Non-Executive Chairman at Shell Transport

Although these steps are appropriate, a far more radical
transformation is required.
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The "Black Box" Approach

Thinking Phase

Listening Phase~

We’ll give y.ou~
our conclus=o~

The process is ~ and leaw~s the market with great
uncertainty for several months.

It is unstructured - the objectives to be achieved
announced clearly in advance and there is no
mechanism for external monitoring.

are not
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What Do Shareholders Want?
Announced

The establishment of a board-level committee comprised of non-
executives from Royal Dutch and Shell Transport to undertake a
rigorous and wide-ranging re-examination of the Group’s "special
arrangements" and more generally the way the Group is managed.

Publication in advance of the terms of reference of this committee -
with precisely stated objectives, the names of the participants, an
agreed timetable and regular feedback to the market.

Access by the committee to independent finandal and legal
advisers.

Express provision for regular consultation with representatives of the
Group’s long-term shareholders during the committee’s process.

Publication of the committee’s conclusions and recommendations.

Yes

Yes
11



What Shareholders are Not Seeking

We are not seeking to be prescriptive about the structure
which achieves our common objectives, i.e.,

- we are not necessarily seeking a merger of RD and ST&T.

- we are not necessarily seeking an Anglo-Saxon style combined
executive and non-executive board.

We are also not seeking blind compliance with the
Tabaksblat or Combined Codes.
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Terms of Reference - Objectives

As part of its terms of reference the Committee should
(at the very least) address the following:

- The role and authority of the chief executive

- Management succession

- Board succession

- The composition of the Group’s boards
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Role and Authority of the CEO

The role of the CMD is described as being that of considering and
developing "objectives and long-term plans of the Group" yet neither
its status nor its responsibilities are set out in the articles of either
parent company nor in the trade register extracts of Royal Dutch or
Shell Petroleum NV. Its powers and responsibilities are unclear to
the outside world.

The Chairman of the CMD - often presented as a Group CEO -
appears to have no formal powers or responsibilities.

The absence of a true Group CEO with clearly delineated authority
and overall responsibility for management of the Group is of great
concern to shareholders.

14



Management Succession

We believe that there should be a transparent board-level process,
including external searches, shareholder consultation and a suitable
evaluation period, to address management vacancies at the highest
execut ve level,

Competition is one of the key Business Principles by which the
Royal Dutch Shell Group conducts its affairs; it is important that this
also be seen to apply to the selection of the Group’s most senior
executives.

Recent and forthcoming management changes need to reflect this.
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Board Succession

There is a lack of mechanisms for meaningful shareholder
involvement in the selection of the Group’s directors, including the
CEO.

In particular, the rights of Royal Dutch’s priority shareholders need
to be re-examined, both in light of best practice and as a practical
matter.

We believe that the Group does not need protections of this nature
and, given its aspirations, should be prepared to accept nominations
from 1% shareholders as a matter of principle.
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Composition of the Group’s Boards

The fact that the Group’s two main boards are composed of different
individuals makes it difficult for any Group CEO to know where his
allegiance and accountability truly lie.

Reed Elsevier- also a complex, Anglo-Dutch Group - resolved this
issue by making its two Boards identical.

No solution is ideal, but the Conference, which is both too large and
unaccountable directly to shareholders, has clearly demonstrated its
limitations.

Ideally, the Group CEO should be accountable to a unified Group
Board, headed by a non-executive chairman. The composition of
this Board could reflect the 60/40 split of assets.
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Concl:usion

Royal Dutch Shell is going through an unprecedented crisis of confidence
related to the reclassification of its reserves. Its reputation for integrity and
conservatism have been badly dented.

With the regulators focusing on what happened in the past, the Group’s long
term shareho ders need (and want) to look to a better future.

Governance changes are a vital part of this forward-looking exercise and
Royal Dutch Shell needs to go beyond minimum standards imposed by
regulators to restore the market’s confidence, A radical transformation is
required.

The "Black Box" approach goes against the grain of what shareholders are
seeking - and is inconsistent with the high governance standards to which
the Group aspires.

A more transparent, structured approach to the Group’s transformation is a
necessary part of this process.
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